USDA Foreign Agricultural Service

) {

Global Agricul’rurol""In‘fdrr‘ﬁ;'iiﬁ"ro» Neétwork

THIS REPORT CONTAINS ASSESSMENTS OF COMMODITY AND TRADE ISSUES MADE E
USDA STAFF AND NOT NECESSARILY STATEMENTS OF OFFICIAL U.S. GOVERNMENT
POLICY

Required RepoH public distribution

Date: 9/26/2018
GAIN Report Number: CH18060

China - Peoples Republic of
Grain and Feed Update

Growth in China Corn Demand Met by Accelerating
Government Sales

Approved By:
Michael Ward
Prepared By:
Gene Kim

Report Highlights:

Harvest is underway for spring/summer crops. The 2018/19 corn production forecast is lowerec
weatherandpestel at ed stress reduced yield potent
U.S. exports of sorghum is expected to lower importscandumption. Wheat estimates are
unchanged. MY2018/19 rice imports are forecast lowered as domestic rice becomes more com
priced. Additionally, record stat@wned corn auctions mitigated some upward market price movel
in the second half of 2@.



Executive Summary

A challenging North East China growing season started dry in Wiag expandetb include additiona
complications in both the Northern and Southera | f of Nort h East Chi i
tropicatstorm relatd flooding, excessively high temperatures, and pest presSoreethelesghe
percentage of corn rated fair or better in September improved relative to the previous two montt

NDVI Crop-masked Departure from Average (PROBA-V)

Aug. 21 - 31, 2018
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LSIDA, Foreign Agriculbural Service
ﬁ Office of Global Analysis Source; ESANITO PROEA-Y

International Production Assessment Division http: ffproba-wargtvito.be

Elsewhere, in July, temperatures rose 1 to 3°C above normal likely sgressimer grain developme
even in irrigated areas.

Province Disaster Hectares Affected
North East China (Liaoning and Jilin) Drought 1,000,000
Heilongjiang July Flooding 56,200
Heilongjiang August Flooding 355,500
Inner Mongolia Flooding 157,000
Shandong and Henan provinces Typhoon Rumbia 630,000
Sichuan and Gansu provinces Flooding 37,000
Yangtze River Basin (Zhejiang, Fujian, Jiangxi Typhoon Ampil 49,500

Sources: China National Disaster Response Center
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Depreciation of RMB relative to U.S. dollar adds further downward pressure on Importer
Purchasing Power

Currency interventionbynte Peopl eds Bank of China t sepamy i
offset higher market prices for imported feed grains and feedstuffs. Over the@asonths, the
Chinese renminbi, RMB, has rapidly deprecidig®.4 percenagainst the U.S. dollar. This
development lowers the purchasing power of Chinesausars and, in relative terms, raises the pric
global benchmark prices for imported gramddeed products, which are commonly denominated ir
U.S. dollars.The exchange rate Marchwasaround6.3 RMB to $1. In July, the U.S. dollar
strengthened to 6.72 RMB; and in early September, the U.S. dollar strengthened to 6.89 RMB.
price chartdor relative impacts offoreign exchange rate changes).

Restrictions for Foreign Investment in Agricultural ProcessingSectors Removed

In June 2018, the National Development and Reform Committee (NDRC) and the Ministry of
Commerce (MOFCOM) released thelB0Foreign Investmenndustrial Guidance Catalogue. The
document announced removalrestrictions on foreign investment in the processing of care, flour,
as well as oilseeds amsdgar

The investment announcement is an expansion of a pilot pnpgtach started in somree Trade
Zones (FTZs) irR016 The new announcement expands the provisions to areas outideabiTZs,
such as North East China, which is currently a major grain producing area, and North West Chii
which is a newly developingrain producing area. On May 30, 2018, the State Coalsciknnounced
measures to further liberalize multinational investnfefhtess than $1.0 billignn energy, resources,
infrastructure, transportation, commerce, and professional services. Howeigiors will be
encouraged to invest more in Central and Western China, and in speatifis seicluding agriculture.

New National Standards for Corn effective February 1, 2019

On July 13, Chinabés State Admi tonpublishadairevised o -
national standa2dl18p06 wbroh éaGB&B53force o]
standar 20GBo1%8s published in 20009.

Grade Previous Test Weight | New Test Weight

(g perl) (g per L)

1 0720 0720
2 0685 0 60

3 0650 0660

4 0620 0630

5 0590 0600
Below Grade <590 <600

Source: State Administration ofdvket Inspection and Regulation

Test weight specifications define kernel density and mass. The new standard narrows the differ
between test weight spécations for classes 1 to 2, and classes 2 to 3 from 35g per L to 30g per
percentage of molded kernels is segregated into a discrete specification. Previously, molded ke
were reported as a percentage of incomplete kerfieéshigher test wght requirement in the new
standards is expected to reduce government procurement amounts, encouraging spot market
procurement, and push up corn prices in the futures market.



E10 Use by 2020

On September 13, 2017, Chinese state madidean unprecedeat joint announcemebly the
National Development arideform Commission (NDRC), the National Energy Administration, the
Mi ni stry of Finance and 12 other Ministrie:
Expansion of Ethanol Productioncan Pr omot i on f or Transportat:.
nationwide use of E10 (10 percent fuel ethanol and 90 percent gasoline) in transportation fuel b
By 2025, China will shift to produce cellulosic ethanol by using grasses, forest wastey@nesatues
The state media noted that atng E10 is imperative to reducimexcessive corn stocks and reduce i
pol l ution. Al s o, t h eualfué &anokuseantll e2sach 10 madlibn méthcito
by 2020 in itfiRenewable energphg term development plan.

On August 22, Premier Li Kegianginforce thegeneral plan to promote green energy and dispose
Chi na6s -dwaed gran irsvenmriegthrough the expansion of corn, wheat,@dse for
biofuels processindde alsoreiterated that China will continue the government franchising system
manage the total number of licensed producers; expand market access into biofuel industry; col
industrial alcohol production capacity to fuel ethanol production; accelgrimstruction of cassava
based fuel ethanol facilities; and promote the adoption of alternative feed @otkding cellulosic
and synthetic ethandlaseduel ethanol) pilot facilities.

For more information please see the 2018 China Biofuels AnrepirR(CHL8041)

Countries with Bilateral Phytosanitary Protocols with China andPermitted to Export Grains to
China (new additions in italics)

Wheat Australia, Canada, France (except for the Rbalps region), Kazakhstan,
Hungary, United Kingdom, Unite8tates, Serbia, Mongolia, Russia

Corn Thailand, United States, Peru, Laos, Argentina, Russia, Ukraine, Bulgaria, Brazi
Cambodia, South Africa, Mexico, Hungary

Barley Australia, Canada, Denmark, France, Argentina, Mongolia, Ukraine, Firleed
Kingdom, Uruguay

Sorghum United StatesiArgenting and Myanmar

Paddy Russia

Rice

Milled Laos, Myanmar, Thailandjruguay, Pakistan, Vietham, Japan, Cambodia, Taiwat
Rice India (both Basmati andon-Basmati )

Source’ AQSIQ

In an effort to furthedeveloping supplyChinese phytosanitary inspectors visited Kazakhstan in
SeptembeR018to conduct audits on corn and barley exporters. It indicates that China is taking
measures toonsider granting access to shgm and barley to China with Kazakhstan



China has madeubliccommitments to expotd a number of destinations. These incluate:
unspecified volume of ikind food assistance to Afghanista&@)500 tons to Sudan and South Sudan
well as an unspecified volume of famine relief to NorthdérDespite these announcemeiigjna ha:
shiftedin 2018,from in-kind food aid(usuallywheat and riceto amoremonetary assistance vehi can
be used to purchase locally.

Chinese Government Inspections of Grain Reserves

On July 23, Cdanncarted th& it wilt irspe@ thelquantity, quality, variety, and
ownership of statewned grain reserves, which are typically managed by the State Administratio
Grain and Reserves (SAGR), Sinograin, and COFCO. The government will conductegjstiohl0
provinces before January 2019. Corporations which typically hold®tated inventories must subn
reports about the stato$their holdingsby April 2019. Sinogria and COFCO must submit repdt
October 2019. The last national inspecfimogram was conducted in 2009.

Corn
Corn 2016/2017 2017/2018 2018/2019
Market Begin Year Oct 2016 Oct 2017 Oct 2018




China USDA Official New Post USDA Official New Post USDA Official New Post
Area Harvested 36768 36768 35445 35445 3650 36200
Beginning Stocks 110774 110774 100713 100713 79554 79084
Production 219552 219552 215891 215891 225000 221000
MY Imports 2464 2464 4000 3500 5000 5000
TY Imports 2464 2464 4000 3500 5000 5000
TY Imp. from U.S. 809 809 0 0 0 0
Total Supply 332790 332790 320604 320104 309554 305084
MY Exports 77 77 50 20 50 50
TY Exports 77 77 50 20 50 50
Feed and Residual 162000 162000 167000 167000 174000 170000
FSI Consumption 70000 70000 74000 74000 77000 79000
Total Consumption 232000 232000 241000 241000 251000 249000
Ending Stocks 100713 100713 79554 79084 58504 56034
Total Distribution 332790 332790 320604 320104 309554 305084
Yield 5.9713 5.9713 6.0909 6.0909 6.1644 6.105
(1000 HA) ,(1000 MT) ,(MT/HA)

Production

MY2018/19 corn poduction is estimated @21mi | | i on t ons, down 4.0
September estimatesie tohot and dry conditions during pollination in the souther diadhe North
East Corn Beltln North East China, the majority of planted area was plantagrih2018. However,
dry conditions in Liaoning and Jilin provinces delayed planisgnuch as 2.8 million hectares until
after May 20

MY2018/19 corn yield is forecast higher relative to MY2017/18 due to rotation and landirfgjlow
policies on margial land.

Corn in North East China completed pollination from late July to early August. In August and
Sepember, corn began the ear stafjdevelopmentHowever, @ September 12 to 13, northern
Heilongjiang province experienced an early frost, potdwptiahiting final grain filling. As of
September 2§ producersicrossChina have started to harvest MY2018/19 corn.

Province Stage of Overall Stress Factors Average Frost
Development Rating Date
Heilongjiang DentMature Fair/Good Armyworm, moisture, Oct 1-10
5-10% harvested lodging
Jilin DentMature Fair/Good Late Planting, Oct 1-10
less than 5% Lodging
harvested
Liaoning DentMature Fair Late Planting Oct 1-10
less than 5% Dry weather
harvested High temperatures
Inner Mongolia DentMature Excellent Sep 20
North China Milk Stage/Mature Fair Flooding Nov 1-10
Plain

In the Northern Corn Belt, primarily in Heilongjiang province, excessive rainfall caused flooding
waterlogged soilsand lodgingbecause of greater number of typhoons padshrough the region tha
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normal. The China Meteorological Administration reports that Heilongjiang province received 2.!
more rainfall than normal from miduly to midAugust. According to the National Oceanographic
Atmospheric AdministratioNOAA), overall rainfall totals in Heilongjiang areearly ® percent
greater than normal. Based on Vegetative Health Index (\dHdut 50 percerdf the total crop area i
Heilongjiang provinces in good to excellent vegetative conditiéield repors indicate moderate
incident of armyworms.
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[Data Source: CPC (Gauge—Based) Unified Precipitation (Climatology 1981-2010)
{updated on COZOSSER2O1E)

Source: NOAA, Climate Prediction Center

VHI snowlice Desert
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Source: NOAA, Center for Sdlige Applications and Research

Field reports indicate that in South Heilongjiang between Daging and Heobmis in excellent
condition andis in perhaps the best condition throughoutXweth East China.

I n t he Sout heNorth EasiCorh Beld, topsinreastera dilsm anddoning experienced
record high temperaturesd less than 75 percent of normal precipitatiomduhe moisturesensitive
flowering period Thislikely lowered yield potentiaMeatherstress caused lower test weights and r
(smut) . Near Bei 6an, Heilongjiang province
September 12 and 13. Indryssources report high test weight from these surrounding areas.



Late June 2018 Early September2018

WHI of current year, June 24, 2018 (week 25) YHI of current year, Sep. 2, 2018 (week 35)
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Chinese national production maps indicate drought impacted areas overlapyig@bly with corn
production aream Liaoning Based on VH] about 5(Qpoercent of the total crop area in Liaoning
province is rated in gooi excellentvegetative conditionHowever, feld reports indicatethercorn
fields with stunted growth andgmature plant death due to cumulative weashess.
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In the north China Plain, local contacts indicate that the corn area in Anhui and Henan province
expanded as growers have planted less soybeath&skprovinces, field reports indicate scattered
incidents of lodging due to several tropical storms.



The MY2017/18 corn production estimate is unchanged at 215.9 mnn t
Consumption

MY2018/19 corn consumption is forecast at 249 million tons, dowd 2lmi on t ons fr
September estimate on lower faesk.

China Corn Market Price
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Source:Post estimates

Since midApril 2018 ast eady pace of awawni@entories leas flateenedl r o |
domestigorices.As of the last week of August 2018, South Chieganmarketng MY2018/19 new
cropcorn from Sichuan province at a premium overaidp supplies of Grade 2 to 8 North East
China, local farm prices for MY2018/19 nesxop corn are quoted at $90 (RMB1300) per ton.
Nevertheless, speculative buying and expectations for tightening supplies have nudged pticas L
guotes have ticked highat all buying points inclding, onfarm, processrs,and ports.

MY2018/19 Food, Seed, Industrial (FSI) use is estimated at 79 million tons, up 2 million tons frc
USDAGs Sept e mbexpandiagethanot demansl

MY2018/19corn use for ethanol (both fuel and otherusidial chemicals) is estimated at 28 million
tons, up about 4 million tons frolast yearon expanding fuel ethanol and industrial alcohol capacit

Postalsoforecasts higher demand for processed corn products like lysine and amino acids as pr
subgitutesfor soybean meal as China shiftsay from soybean meal use in animal feed.

MY2018/ 19 feed use is estimated at 170 mil
estimate, as theeduction in hog feed demand duespyeacdbof African SwineFever (ASF) partly offset
higher corn use in feed ratien

Hogs account foaround 40 percemtf Chinas total feed demandSince the first ASF outbreak was



announced a relatively smal.l number of ani mal s
have been culled. However, thprovinces with ASF cases account &mproximately on¢hird of
Chinads total hog producti on.

In the shorterm, Chinaés feed demand is forecast to falldymuch a2 percent.Control measure®
contain the ASF outbadk would restrict the movement of feed deliveries to hog producers, impact
overallfeed use throughout theg valuechain. However, the substitution effect cannot offset the
absolute shift from thkoss ofa significant share dfog feeding across BaShina. Industry analysts
report that a prolonged ASF outbreak in China that is not quackitainedcould lower overall feed
demand by as mucaks 10 percent.

Post forecast higher feed use for poultry and ruminant production as feed mills and sndlugartly
substitute corn and corn products for soymeal protein, and take advantage of relatively lowas pr
hog feed use falls.

MY2017/18 consumption isunchanged om USDAOGSs S e pt4 millientonse s t i

MY2017/18 FSI consumptioniset i mat ed at 74 million tons,
estimate

In August 2018, Chin@ corn starch producers operated at 67 percent capacity, down by 7 perce
the same period last year.

Corn Starch Processing Capacity
80% Utilization Rates

Source:CNGOIC

Corn processing intocornsweetene al so f aces overcapacity.
exported starcihased sweetener products to neighboring Asian countries such as Indonesia anc
Philippines. In December 2017, the Philippines raised the tariff on corn sweetenesifrgorChina.
As a result, a glut of corn sweeteners is driving down prices. Major soft drinks manufacturers in
report a nearly 20 percent increase in corn sweetener use due to compgatag and abundant
supplies.



Global Imports of

180,000
160,000 -
140,000 -
120,000 -
100,000 -

12016 m2017

2018

80,000 -
60,000 -
40,000 -
20,000 -
0 - IJ_,_- _m i -
MT (@é@ Q\ef; \6{}@ \{\&fo @\x@o %\\@ob \[_5‘0% gﬁé\ & 5 ,§\"’
\i‘bo ‘<‘\\Q W AN OSS\
<

C h i nnaréased tariffs ob.S. soybeans resulted in slightly higher corn and corn products inclus
feed rations, as a partial substitute for rising soybean meal protein prices. Additionally, expande
ethanol production will yield significant volumes of competitively pricedsdt i | | er so6 d
(DDGS), a relatively high protein feed ingredientastly, China has abundant supplies of corn glut
meal, another higprotein corrbased substitute for soybean meal. In 2018, China dramatically Ic
shipments of car glutenmeal to South Korea.

Trade
Imports

MY2018/19cor n i mports are forecast at 5 millio
Post forecasts that China will import about 2.0 million tons from UkiiaiidY2018/19 due to record
production, plentifuexportable supplies, and existing governrAergovernment loan agreements.

MY2017/ 18 corn imports are estimated at 3.
estimatedue tolower feed demand, rising global benchmark feed prices, foesigmange rates, artle
additional tariffson U.S. supplies.

OnJuly6, China imposdan additional 25percent tariff on U.Sorigin corn imports. The dutgaid anc
landed pricdor November delivery).S. corn at ports in South China reattbger $303 peton (RMB
1,880). As a result, U.S. corn imports are expected to lose competitiveness to Ukrainian and do
supplies.

Corn Quotes by Origin and Destination (Novembedelivery)
Origin Destination $ per ton RMB per ton
China Guangdong | $274 spot RMB 1,880

United States | Guangdong $303 RMB 2,077
Ukraine Guangdong $279 RMB 1,910

Source: Industry; exchangate is RMB 6.85 per U.S. dollar

Exports
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MY2018/19endingcorn exports are forecast at 50,000 tons, unchamgedrh US DA G s

estimates.

MY201 7/ 18

corn

exports

ar e

estimate as strong domiestlemand discourages exports.

Stocks

esti

MY2018/19 stocks are forecast at 56 million tons, dovem®i | |

mat ed

on

tons

estimatepn lower poduction and higher FSI demand.

MY2017/ 18 corn
estimate on lower imports.

stocks ar

e

esti

mat ed

China's Corn Stocks-to-Use Ratio (Right)
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Corn auction sales in 2018 began about onetmearlier than 2017, and, as of early September 20
stand at 77 million tons of corn, or about 40.7 million torge than in 2017Industry sources report
thatas of Septembeabout 50 million tons of corsold at auction has already basansporteaut of
governmentheld inventorieslt is rumored that government auctions Wil suspended in late

September.
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Cumulative Auction Sales of Corn
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Over

the past three years, Chi neam@mrte@ypeotued Ao
than 100 million tons of corn. According to SAGR reports, the majority of grain that is currently
marketed at auction is from MY2014/15, and the oldest inventories in the temporary reserve prc
date back to MY2013/14.
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Wheat

Wheat 2016/2017 2017/2018 2018/2019

Market Begin Year Jul 2016 Jul 2017 Jul 2018

China USDA Official New Post USDA Official New Post USDA Official New Post

Area Harvested 24187 24187 23990 23990 23700 23700
Beginning Stocks 97042 97042 111049 111049 126819 126819
Production 128845 128845 129770 129770 128000 126000
MY Imports 4410 4410 4000 4000 4500 4500
TY Imports 4410 4410 4000 4000 4500 4500
TY Imp. from U.S. 1626 1626 0 0 0 0
Total Supply 230297 230297 244819 244819 259319 257319
MY Exports 748 748 1000 1000 1200 1200
TY Exports 748 748 1000 1000 1200 1200
Feed and Residual 16500 16500 13500 13500 17000 17000
FSI Consumption 102000 102000 103500 103500 105000 105000
Total Consumption 118500 118500 117000 117000 122000 1220®
Ending Stocks 111049 111049 126819 126819 136119 134119
Total Distribution 230297 230297 244819 244819 259319 257319
Yield 5.327 5.327 5.4093 5.4093 5.4008 5.3165
(1000 HA) ,(1000 MT) ,(MT/HA)

Production

MY2018/19 wheat productionfsor ecast at 126 mi | |

estimate

tons,

Despite expanded planted area for higtality wheat, the MY2018/19 wheat harvest has suffered f

lower yield and lower crop quality ratings due to winterlalyly spring, ad excessiveains before

harvest The MY2018/19 witer wheat harvest is complete.

MY2017/18 wheat production is estimated at 129.7 million tons, unchangedi US DA G s

estimate.

Consumption

MY2018/19 wheat consumption is forecast at 122 miltmms, unchangedfom USDA G s

estimate.

S
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Wholesale Wheat Spot Prices in MajoiMarkets (September 20
Province Common Wheat Strong Wheat

--RMB per ton- | --$ per ton- | --RMB per ton- | --$ per ton-
Hebei 2,495 $364 2,700 $394
Shandong 2,490 $364 2,640 $385
Henan 2,728 $398 2,565 $374
Jiangsu 2,450 $358 -- --
Anhui 2420 $353 -- --

Source: SCI; Exchange raeRMB 6.85 per $1

MY2018/19 FSI use is forecast at 105 million tons, unchangesiih USDAGsSs Sept er

July is the peak markeg monthfor domestic winter wheat. Farmers are typically eager to recoup
production costs. However this year, thvegrereluctant to sell. A a result of challenging growing
seasonadelayedVinimum Support PriceNMiISP) procurement date; and higher MSP procurement
standardsChinas wheat growerare withholdingsales of MY2018/2 winter wheatastheyexpect
prices to rise. In some regions, domestic wheat pace higher than thgovernmenMSP, resulting in
a shortage fosupplies for government procuremg@nodgrams. Therefore, ® date hew-crop wheasales
have been sluggisirarmers have reportedly marketed betweearntD50percentf their MY2018/19
crop.

As of early September, wheat prices are on slight upwand.trElour milling rates in 2018 have bee
generallyhigherthan last yelawith the exception of August.

MY2018/19 feed use is forecast at 17 million tons, unchahgedo m USDAGs Sept e
Trade
MY2018/19 wheat imports are forecast at 4.5 milioo n s , unchanged from

esti mat e. Wheat i

baking setor.

mports are expected to i
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Industry sources report that China will buy more Black Sea wheat, as well as Canadian wheatek
purchases of U.S. wheat, in part Ondlly&China C
announced imposing an additional@é&rcent tariff on U.Sorigin wheat imports to China(See GAIN
reportsCH18017andCH18018for more informatioi

In July 2018, the Kazakh Ministry of Agriculture announced it would triplexfsortsof wheat to Chia
by 2020 Kazakhstan exported 2f#25tons of wheat to China in MY2016/1lhdustry sources report
that Kazak hard winter wheat is stable for ldagm storage but highly variabile terms ofgrace,
gualities and standardNevertheless, wheat flour nsilin Western China are shifting towards greate
volumes of Kazakh wheat in Gansu, Ningxayjiang, Qinghai provinces.

Media reports note that Russian wheat exports are uncertain due to recent export policy annour
t hat Russi a0 dlbegchppdd ati30 nallioptons. tFeom Yanuary to June 2018, Russia
exported 36,539 tons, up nearly 34,500 tons over the same pel0d7.

Wheat Duty-Paid Quotes by Origin and Destination as of September 5
(Ships scheduled to arrive in December)
Origin Class Destination | $ perton | RMB per ton
United States SRW Guangdong $370 RMB 2,537
China Common Wheat | Guangdong $369 RMB 2,530
United States HRW Guangdong $414 RMB 2,837
China Hard Wheat Guangdong $423 RMB 2,900
Kazakhstan 13.2% protein Henan $257 RMB 1,758
Russia 12% protein Manzhouli $365 RMB 2,500

Source: industryexchange rate is RMB6.85 per $1

MY2017/18 import estimates amcreasedn a highetthane x pect ed pace of C
flour from Ukraine. In MY2017/18, China impodé7,547 tons of wheat flour from Ukraine, up 77.
percent from MY2O016 /inmpdr of floa o 124888 to@hin MY203 418, tum 235
percent yeapn-year.

MY2018/19 wheat exports remainunchanfed om USDAG6s September es
Stocks

MY2018/19 wheastocls are forecast dt34million tons,down 20 milliontonsf r om USDAOG
September estimates production shortfalls and a policy sHiftm stockpiling to destocking begins to
take hold. Massive government inventories continuveshanghe domestic market.
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http://gain.fas.usda.gov/Recent%20GAIN%20Publications/China%20Imposes%20Additional%20Tariffs%20on%20Selected%20U.S.-Origin%20Products_Beijing_China%20-%20Peoples%20Republic%20of_4-2-2018.pdf
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In September, SAGR data indicdtdatMY2018/19 wheat procurement in major production region
totaled 46.01 million tons, down 22.08 million tons fréiY2017/18 Anhui, Henan andiangsuwere
the top three provinces sufiieg the worst impact by bad weather during thervest season. This is
indicative in the provincial production estimates in the following table.

Province MY2017/18 MY2018/19 Difference
(million tons) (million tons) (million tons)

Henan 12.22 1.02 11.2
Anhui 954 5.2 4.34
Jiangsu 3.22 1.02 2.2
Shandong 9.78 8.15 1.63
Hebei 5.52 4.19 1.33
Hubei 2.47 1.44 1.03

MY2018/19 wheat procurement progress has lagged MY2017/18 procurement due to lower ove
quality, and expectations for higher prices. As weathallenges diminished wheat yield and qualit
the volume of MY2018/19 wheat which meets new SAGR procurement specifications is expecte
lower than MY2017/18. Farmers and traders are waiting for the price of high quality wheat to ris
lowering tre volume and pace of sales to datetietato past marketing years.

On June 18, SAGR suspended auction sales of wheat procured from MY2014/15 to MY2016/17
Government auctionsormallyresumed after the conclusion of the MSP procurement period i mi
September. Industry sources estimate total MY2018/19 government inventories at 126.8 million
Old-crop government inventories are estimated at 73.6 million tons, predominantly accounting f
MY2014/15 to MY2017/18, and a smaller share of MY2013/14 whteeks. On September 17, the
National Grain Trade Center announced the wheat auction will resume on Septeniey 26llion
tons of 20142016 MSP wheat will be offered mainly in Henan, Anhui and Jiangseiresumption wil
increase wheat in distribom thus furthestabilizesupply and prices.

MY2017/18 wheat production, consumption, trade and stocks are unchanged from USDA Septe
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estimates.

Rice

Rice, Milled 2016/2017 2017/2018 2018/2019

Market Begin Year Jul 2016 Jul 2017 Jul 2018

China USDA Official New Post USDA Official New Post USDA Official New Post
Area Harvested 30178 30178 30176 30176 29500 29250
Beginning Stocks 78500 78500 86500 86500 93989 93989
Milled Production 144953 144953 145989 145989 140800 141284
Rough Production 207076 207076 208556 208556 201143 201834
Milling Rate (.9999) 7000 7000 7000 7000 7000 7000
MY Imports 5300 5300 5500 5500 5500 5000
TY Imports 5900 5900 5500 5500 5500 5000
TY Imp. from U.S. 1 1 0 0 0 0
Total Supply 228753 228753 237989 237989 240289 240273
MY Exports 805 805 1300 1300 1700 1700
TY Exports 1173 1173 1600 1600 1800 1800
Consumption and Residual 141448 141448 142700 142700 143500 145000
Ending Stocks 86500 86500 93989 93989 95089 93573
Total Distribution 228753 228753 237989 237989 240289 240273
Yield (Rough) 6.8618 6.8618 6.9113 6.9113 6.8184 6.9003
(1000 HA) ,(1000 MT) ,(MT/HA)

Production

MY2018/19 rough e production is forecast at 201.8 million tons, upm@i71 | i on t ons
September forecast, on higheelg, but down0.2 million tonsf r o m JupesstinGaton lower
harvested areaThe harvest of single cropped rice is in progress; it started in August and continu
through Sefember.

MY2018/19 havested area is estimated at 28illion hectaresdown0.2 million hectarefrom
USDAOGs September forecast due to weather i

MY2018/19 early indica rice planted in spring and harvested in early summer fell. Early rice is i
planted in nine provincidevel regions, including Zhejiand\nhui, Fujian, Jiangxi, Hubei, Hunan,
Guangdong, Guangxi, and Hainan provindégtional Bureau of StatistichlBS) data report that early
indica rice production reached 28.6 million tons, down more than 1 million tons from 2017.
MY2018/19 early indica de planted @a was 4.79 million hectares. Yidkll to 5.96 tos per hectare,
down 2.7 percent.

Dry weather in South China and flooding on the North China PlaimnaNdrth East China hdswered
expectations for yield estimates and quality for-naiadlate-seaon rice production. In North East
China, Japonica rice yields are lower due to dry conditions in spring. Harvested area for Japonit
lower due to wide spread lodging in Jilin and Heilongjiang provinces.

Singlecropped rice is predomindyptlaponica and is grown mostly in the Yangtze Valley and
northeastern provinces. It accounts for 66 percent of national production. According to most trac
government reports, singtzop rice yields are down sharply comparetit62017/18 Late double
cropped rice is grown mostly in southern provinces and developmagentlyranges from the graifill
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stage to full maturity. Harvesting typically starts in Octadrea continues through November.

Rice Planting Progress by the end of August
Variety Percentage Planted
First class, Overall (midice) 29%
Second class, Overall (miice) 70%
First class, Overall (latece) 17%
Second class, Overall (latee) 83%

Rice growing conditions are normalmpared with previous years. In North East Chthe,rice
growing progress is in the stage of grain filling and matures. Harvest progress is ardifnpetent.
In South China, supg¢yphoon Mangkhuhit Guangdong and Guangxi, badly impacting late indica |
which is in the key stage of flowering.

Consumption

MY2018/19 rice consumption is forecast at 145 milliontons,.6pi | | i on t ons fr
September estimate, on higher FSI imseethanol Mills report that MY2018/19 ricquality is lower
than average.

Japonica rice from North East Chiand midto-late indica rice from South China are expddte enter
the market ifate September.

RVIB/NIT China Rice Market Prices s
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Rice market prices are stable. However, prices are weak as governrséotkileg measures have
expanded supplies of aldop rice. As a result, wholdegpaddy and milled rice prices, especially
indica rice prices have fallen 3 to 6 percent camgavith same period last year.

In July, national average operating rates for rice mills dipped to 24 percent, down 3 percent fron
High temperature and ray weather limit grain movement to market, and July ispetik periods for
stateowned rice procurement and marketiRice demand recovers in September ahead of te M
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Autumn Festival Holidays.

Early indica varieties of rice, which do not meet nadlajuality standards, are commonly processec
produce vinegar, flour, noodles, drinks, rice bran ogneetics, rice wine, and liquor.

Trade

MY2018/19 rice imports are forecast at 5.0 million tons, 500,000 tonstowea n U S DAOG s
forecast.

China continues to diversify the number of origins for import market access through formal
phytosanitary protocols and Memorandums of Undeding with regional neighbor€hina has
previouslyrestricted imports from India to basmati rice. Following theestait of Indian Prime
Minister Narendra Modi to China in June 2018, India and China amended a protocol on phytose
requirements extending nkat access to nebasmati rice.

FOB Prices of Major Southeast Asian Exporters (USD per ton)
Date Thai Rice Vietnam Rice Indian Rice Rough Rice MSP per
FOB FOB FOB ton
7/19/18 $380$395 $390$395 $386$390 Early indica $381
8/3/18 $385$393 $385$395 $392$396 Mid-to-late indica
8/16/18 $390$395 $395$400 $392$396 $400
8/31/18 $393$395 $3%-$400 $386:$390 Japonica $413
9/11/18 $394 $395 --
Source: SCI

On June 23, Chinabés Mi ni sof-quota tariff rat€siappléed to gutireous
rice imports from Association of South East Asian Nation (ASEAN) trade partners witiaiseb
percent to 50 percent, effective on July 1. As a result, sticky rice exp@tsrtadropped sharply, as
did the export price, from $47835 per ton to $42835.In August, mediareporddi et na méd s
exports face great€hinesescrutiny due to igeater enforcement of plant quarantine measures.

MY2018/ 19 exports are forecast at 1.7 mil!/

In August, theUnited Nationsadopedguidelines aimed at speedifapd assistance to North Korea.
Media repots note that 200,000 tons of rice and flour have already been shipped to North Korea

The ChineseEmbassy to Afghanistan announced in August that China will provide rice and flour
emergency food assistance to drougftfiécted areas in Afghanistan.

China has also expanded exports odmetgrain rice to the U.S. territory of Puerto Rico.
Stocks

MY2018/19ending stocks are forecast at 9filion tons, downl.5 milliont ons fr om U
September forecast dower productionhigherconsumption and lowemports.

In August, early indica rice procurement is close tacbasion.Mid-indica rice enters market in large
amount, procurement will launch on October 10.
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